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Abstract 

Today Financial Inclusion is the most vital issue that is being talked by the Government, 
Researchers and many Economists. It has grabbed the attention, and has become the major 
concern for the economic-policy decision-makers.  The neglected and, underprivileged section 
of the society lacks the availability of financial services, which is essential for them, in order to 
plan and to invest in small business so that they can earn their living, but as they are in dire 
need for fund, they borrow from the private money lenders, that provide them at high rate of 
interest and are often found to be exploitative at the end. Hence availability of formal financial 
services is a prerequisite in the alleviation of poverty and also it leads to economic growth. To 
eliminate poverty, and raise the living standards of the society financial inclusion is a crucial 
element. Financial exclusion hence is the major reason for the poverty of mainly the rural 
population and is the hurdle in the country’s economic growth and prosperity. 
 
This Research paper has made an attempt to understand the Financial Inclusion and its 
importance in eliminating the poverty and in improving social and economic development. The 
paper tries to explain the need for achieving complete financial inclusion and the initiative taken 
by the banks towards it. This paper also tries to address all the concerned issues that directly or 
indirectly influence the financial system in achieving maximum of financial inclusion. 
Keywords: Financial Inclusion; Economic-Development; Social-Development; Inclusive Growth 

 
Introduction 
 

The term ‘Financial Inclusion’ was first coined in British lexicon when it was found that almost 
7.5 million individuals did not have a bank account. 
Financial inclusion in simple terms means the delivery of financial services, at an affordable and 
reasonable price to the vast sections of the population that require some financial resource to 
uplift their social and economic well-being. In India still the vast section of the total population 
still lives in the rural area, and which have no access to banking services, and are in urgent need 
and support of some government policies and plans that may provide them easy finance which 
they can utilise in earning their livelihood.  
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Finance is the most essential component for the betterment of living standards and for the 
social and economic growth of the society and the nations. And so financial institutions act like a 
catalyst in the nation’s economic and social progress. Hence there is an urgent need for financial 
inclusion more in emerging economies. In India the term “financial inclusion” came into light in 
2005 when RBI stressed in its Annual Policy Statement (2005-06) the urgent need and concern 
to include the excluded vast section of the society to connect with the banking practices.  
Around 2.9 billion populace around the globe do not have access to banking and formal financial 
services. 560 million people in India alone are excluded from it, and still lives below the poverty 
line and on the other side India is advancing in the areas of science and technology, 
telecommunication, space science and is being globally recognised. Leaving behind a large 
population financially and socially excluded. 

Providing financial aid in the form of small loans, or access to finance is a form of empowerment 
of the people in need/vulnerable groups of society. Access to basic banking services provides 
amiable environment for growth of individuals and households. 
 

Objectives of the Study: 
  

1. To study the concept of financial inclusion 
2. To study the initiatives taken by the government for promoting financial inclusion 
3. To understand how the financial inclusion boost the economy development 
4. To understand the challenges faced by the government in financial inclusion 

 

Research Methodology: 
 
The study is descriptive in nature and is based on secondary sources collected from government 
websites, various reputed journals, and newspapers. 
 
Literature review: 
 
The banking industry has grown drastically but still it has not reached many people in rural 
areas. [Leeladhar (2006), Subbarao, Thorat (2007)].  The usage of bank financial services, by the 
households should be determined by the access of bank accounts by the people. [ Littlefield et al, 
(2006)] 
       
Access to financial services is referred to use of the formal financial services and that also at an 
appropriate price (interest rate), Fernando, (2007) 
 
According to [Peachy and Roe (2004)] in the majority of the developed nations the banks have 
been able to outreach the majority of people living in those countries. 
 
Reaching out the banking and financial services to the rural and poor/ disadvantage people 
have decreased the inequality and increased the income of the people nearly about 80%.     [Li et 
al, 1997] 
 
There are many poor farmers who lend money from the private small money lenders or the 
zamidars or sahukars and are often found to be exploitative at the end. Hence formal 
trustworthy financial resource/services is the requirement for them. According to Basu, (2005) 
the informal lending of money is widely practiced by the marginal, small farmers which indicate 
that the poor and marginal farmers are denied of formal credit. 
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In order to reduce the financial depth, the country need not only to improve the backward area 
people, and to provide them with financial services, but also how to manage the little money 
that they have. Rutherford, (1996) 
 

RBI is the initiator of financial inclusion: 
 

 The Reserve Bank of India in 2005 has initiated and guided the Banks to accept the national 
policy on financial inclusion and taken suitable measures.  The RBI’s reports and other 
government data had identified few main reasons of financial exclusion i.e lack of financial 
services, social factors like unemployment and illiteracy, and also the negative approaches of 
banking services. 
The measures initiated by the RBI to enhance the Financial Inclusion are as follows: 
1. Relaxed KYC norms 
2. General Credit Cards 
3. no-frill accounts etc. 
 

Why India heading towards Inclusive Growth: 

Many developing countries in Asia are embracing the inclusive growth strategy including India.  

India has been on developing economy and achieving inclusive growth is the biggest challenge 
in our country as bringing 600 million people residing in rural areas (neglected of the 
accessibility of formal financial support), to connect them all to the financial institutions is the 
major concern and the great challenge. India has shown remarkable growth progress since 
independence, but still because of the large population of India is residing in rural, and rurban 
areas, which is even today out of the reach of the banking system, and so out of reach of our 
economy.  And Inclusive growth is vital for sustained and equitable distribution of wealth. The 
latest Gross Domestic Product (GDP) in India expanded 7.50 and has a large potential if it adopts 
the Inclusive growth strategy. The rural areas are struggling with stressed raw natural 
resources, has inadequate technology, and a very limited access to credit facility, which is the 
reason for the sluggish performance that is below the government targets. 

 Rapid and sustainable escalation of people and economy would not take place until poverty 
reduction takes place. The inclusive growth is the only plan and the strategy which allows 
people to contribute to the nation’s economy and benefit from it at the same time. 

Substantial poverty reduction is undeniably necessary for the growth and in context to the long 
run success; inclusiveness of the large part of the country’s labour force is the most vital aspect. 

Inclusive growth bridges the macro and micro growth determinants. The micro relates to the 
aspects of diversification and growth. Inclusive growth refers both to the pace and 
diversification of expansion of opportunities that the available to the masses. 

The Commission on Growth & Development, 2008 defines Sustained Growth and Inclusive 
Development as concept that encompass equity and equality of growth and opportunities and 
protection of market and employment shift. 

In a country like India which has a very large population still living in rural areas, and rurban 
areas which has no contribution in the economy growth, as they are just earning money and 
spending it, has a very poor money-management knowledge, the reason being unawareness of 
the plans and policies, and mostly because of having no access of banking & financial services. 
So India is on the verge of growth and development and is budding and emerging as a power 
nation, if the excluded people are also included and the inclusive growth is promoted then the 
economy can boost extensively and the poor’s and underprivileged people can make progress. 
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The equality of opportunities can be referred in terms of unbiased access of resources and 
markets and a proper regulatory environment for business and individuals. 

The unsystematic inequality of opportunities is no less than a toxic as it derails and hinders the 
smooth growth process. The inclusive growth approach focuses on the long term perspective i.e 
including large masses/ excluded groups in the employment generation, rather than simply 
income generation by providing income generation. 

According to Press Note on Poverty Estimates, 2011-12 [GOI (Government of India) Planning 
Commission July 2013] the Indian Poverty Statistics depicts that percentage of the poor’s 
(people below poverty line) has been approximately 25.7% in rural areas ,in urban its 13.7% 
and its 21.9% for the country as a whole , according to the survey of 2011-12 ( these surveys are 
normally conducted  on quinquennial basis (i.e every 5 years) If the poor’s are given the access 
to certain financial help(SHG) which would be a platform for them to grow economically, would 
raise their standards of living, and would contribute to the country’s economy at large. Hence it 
would be an advantage for our nation to move towards inclusive growth. 

Component of Inclusive Growth: 

The Government need to focus on investment in rural areas, in the field of education, awareness 
of rights, infrastructure, and on agriculture. The farmers need some more attention from the 
government regarding credit and other facilities, so that the farming could be more efficient and 
viable, as India is recognised for agriculture around the globe. Rural unemployment is the 
greatest challenge that India needs to tackle. 

The components that need focus of the government that play essential role for the development 
and financially inclusive growth: 

1. Promoting education 

2. Creating Awareness of the rights, (government policies and plans) 

3. Industrial Setup and social development 

4. Poverty reduction 

5. Employment generation (so that people can get a source of earning, and the quality of 
employment is also of utter importance so that the people can get justified job) 

6. Equal distribution and percolation of income and social development. 

7. Agricultural Investment and development. 

8. Reduction in regional-disparities, and protection of the surroundings 

Recent Measures taken by the government towards Financially Inclusive Growth: 

 Indian Government has taken number of initiative steps to reach the under privileged people 
and expand its reach to the door step of the common man, and include the participation of all in 
the organized financial services system. 
 
Special consideration has been given to the rural areas, where large populace resides and had 
no access to organized banking/ formal financial services. 
Some of the measures taken by the government for financial inclusion are as below: 

 
Pradhan Mantri Jan-Dhan Yojana (PMJDY)  
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This scheme has recently emerged as the National Mission for Financial Inclusion which ensures 
the access to financial services, i.e of Banking services (Savings & Deposit Accounts), 
Payment/Remittance, Credit, Insurance Cover and Pension in an affordable manner. 

According to this Scheme/ Yojana, a person can open Account in any bank branch with Zero 
balance. 

This scheme has been established in an attempt to reach the unreached people, with a system. It 
would help government to get the data of the financial status of rural population. This policy has 
certain attractive features which is an attempt to include and reach the people within the 
system which are as follows: It gives interest on the deposit, life insurance cover, accidental 
insurance, it also provides easy money transfer, access to the pension and other insurance 
products. 

Micro-Finance 
  

The micro finance programme of Self-Help Group (SHG)-Bank Linkage-Programme has 
emerged as a popular tool towards financial inclusion. It is implemented by commercial, 
cooperative and regional rural banks. Under this scheme by 31 Mar’12, the SHG-Bank accounts 
raised to 79.60 lakh, with total sum of 6,551 crores as savings were in operation. And by Nov’12, 
a further 2.14 lakh SHGs has come under the domain of Micro-finance. 

 

Swabhimaan Scheme 
 

The Union Government and the Indian Banks took the initiative of this scheme to bridge 
the gap between the rural and urban areas and to reduce the socio-economic disparity. This 
programme was launched by the central government in 2011to bring the deprived section of 
the people in the banking network (where the population is 2000 and above) it by using 
branchless banking models through the business correspondent (BC’s) had extended the reach 
of banks, to even a threshold population. 
 

Ultra-Small-Branches (USBs) 
 

For close monitoring and regulation Business Correspondents Agents (BCAs) are set up by 
respective banks in order to ensure that range of banking services are available to almost all the 
residents of a villages. A total of over 40,000 USBs have been set up so far in the country where 
the officers designated by the banks are available with the laptops on predetermined days to 
cover the region under financial inclusion. 
   

Roll out of Direct-Benefit-Transfer 
  
            The Government introduced a Direct Benefit Transfer (DBT) scheme in January, 
2013.  Under this the benefits under various 26 schemes will directly transferred into the bank 
accounts of receiver in 43 identified districts across respective states and union territories (UT). 
  

Kisan Credit Card Scheme 
  
The KCC scheme has been an important initiative taken for farmers to access institutional credit 
universally. The cooperative and regional rural banks in Aug’ 2012 had issued 406 lakhs against 
which the outstanding loan amount was Rs.1,12,334 corers 
 

Financial inclusion adds to the economic development: 
 
Financial inclusion promotes reduction in income disparities, enhances equitable growth, and 
boosts the overall economy. 
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Inclusive growth is an essential element for uniform economic development and in ushering in 
greater economic and social equity. 
The government has run several programmes that aim at inclusive growth. 
For instance the micro-credit programs that are launched through numerous NGO’s have 
proved to be an excellent tool in bringing equity and social development through financial 
inclusion. 
Also the No-frills accounts have promoted large returns to the banking financial industry and 
have encouraged the saving habits of the people. 
 
And all these programmes have made the common man, poor people to link with the financial 
main stream. It has facilitated the people to take the easy credit, to set up new ventures. It 
helped the people to create new employment opportunities and has thus helped the whole 
economy to escalate. 
   

Challenges towards inclusive Growth in India: 

No doubt that India has shown phenomenal growth rate since the Independence. And it is a 
diverse country of religion, tradition, different caste and communities all living at peace. But is 
also the fact it is far behind in reaching its true potential. Our country’s growth is hindered and 
shackled because of the corrupted officers, corrupted departments, and age old social barriers 
and myth. And lack of transparency in a system from top to bottom. Because of which growth is 
not consistent and uniform across various sectors, and as a result a large populace remains 
outside of its preview. 

For the Indian society to grow there are certain more sensitive factors that society needs to look 
into, for instance curbing of child labour and promoting them to go to schools, curbing crime 
against women and women empowerment, elimination of caste and improvement in work 
culture. In a gist we can say that good governance will ensure that India achieves what it 
deserves. 

Conclusion: 

India today is conscious towards Inclusive Growth, which are the key element and the need of 
the hour towards a broad and inclusive expansion which is necessary to benefit the society and 
economy of the nation at large. The most challenging areas are agriculture, poverty, and 
employment, where inclusive growth is the only solution. The wealth and social disparity 
creates disharmony and unrest in the people, and is the source of poverty, unemployment, and 
low GDP. Hence equitable distribution of opportunities and income promotes Economics 
growth and prosperity of the nation. 
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